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There 1s a deep-seuted inmpression at the Securities and Exchange Com-
.mission that nowhere in the country is there a2 better understanding of the
basic ovjectives of Federal securities rejulation thaA in Boston. I do not
mean that we foolishly imagine the entire Boston financial community to be
in complete agreement with every step we take. It is something broader, somae-
thing deeper than that. It springs from a conviction which, 1 supporc., is
shared rather wi&ely that Boston is the home of truly gonservative finance;
that Boston is the center of the countr&'s highest tradition of industry, of
thrift, and of investment.

The relations between our Commission and your Exchenge have always been,
I am glad to say, most cordial. I hope thast what I say tonight will only
further the harmony of those relations. ¢ are passing through a period in
which effective cooperation between government and business ig at a premium.
Leaders in government and business alike are earnestly seeking the formula
for successful cooperation. I do not know that sueh a formula exists, but if
it does, I think you will agree that the first ingredient must be mutual wua-
derstanding. Failure on elither side to grasp and to understand the motives
and objectives of the other immedlately breelds distrust, and distrust thrives
on itseif. Let me give you an illustration from our own experience.

The Securities and Exchange Commission, as you know, has powers which
may be of wide econoric si;nificance to the various securities markets under
its jurisdiction. We are not unaware that there is concern in those markets
as to the manner in which the Commission may exercise its powers. That is
inevitable. Yet, I have seen worry of that type carried to extreme absurdi-
ties. Séme of the rumors and reports whichk gain circulation could be dis-
missed if they were given but a moment's serious analysis. For example, thc
over-~the~counter dealers complain that it is our sinister purpose to force

trading in their securities on to the smailer exchanges. The smaller



exchanges, in turn, complain that we intend to drive trading to the big New
York exchasrses. And finally, the lew York exchanges will tell you that it
is our secret desire to drive trading into the over-the-counter mzarkets,
winieh ls -s1=re we started. I have also heard the same rumors in reverse
order and I imnagine you have too.

Rurcrs of this type are, of course, disjuicting and quite obviously they
are born cf 2 lack of understanding. My purpose tonight is not to deny or
erpose any false rusors, but rether I Lope, by talking frankly with you about
some of thz things the Comrissicn is trying to do, to contribute to the under-
standing that exists between us.

Durin/ the past fow months tnere have been two matters of major concern
to the Commission: The problem of stock exchange reordanization, and that of
regulation for the over-the-counter markets. I know you are familiar with

developnents zlong both these lines, but I would like, if I may, to try to

give you 2 tctter insight intc what lies behind these erforvs. And then I
want to discuss in broad terms come of the problems of the stoc!: exchange
outside or Iew Ycrk as we see iv,

It is important first to understand what role the Commission feels it-
self call.d¢ upon to play, in the re’ulation of the securities business.

The Commission has, since its inception, regarded itself as an impartial
administrator chargded with the successful economi; functioning of a great and
vital irdustry. This role of administrator is not something which is reserved
for special occasions., Rather it is the Jdaily shirt-sleeve role of the Com-
mission, as I have seen it. Let us look for a noment at the Cummission's
administration of stock exchange affairs. Under the law, of course, the Com-

mission must insist upon adherence to the standard prescribed by the Exchange

Act. TYet, the uctual "policing" of Exchange trading, the Commission believes,
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can be done more effigiept}y and more effectively by the exchanges them-
selve§ than by any corps of .federal investigators. It was that belief that
iay behind the -Commission's demand, last November, that exchanges reorganize
their géverning machinery. Up to that time, as you know, the Commission had
not adopted a single rule or regulation of its own which related to Zxchange
hradigg. It is true that certain rules were suggested to the Bxchanges for
adoptién by them, but the important point to remember is that those rules re-
mained‘rules‘of the Exchauge and not Federal regulations. By Novenmber, the
Commission had come to the conclusion that there were too many instances in
which exchandes were not being Zfovernsd in the manner which faithful adminis-
tratién of tiae Securities Exchange Act would derand. Had the Commission been
merely a police azgency, it:would sinply have stepped in at that point and
taken ;ver the job of policing exchanjes itself. The Comrission, lowcver,
preferred at least to try esnother alternative. 1t believed that the excliendes
could bg shown  the wisdom of so constituting themselves that truly effective
self-goverrment would become the rule rather than the .exception. 7That tlese
hopes may not have been Qx;sanguine is evidernced by the 'forthright manner in
which the lew York Stock kxchanfe took steps to follow the Commission's recom-
mendations. The fact .that the Chicago Stock Exchange.in a sensc anticipated
the Commission's action by having a survey mazde of its organization and by
terning toe findings of that survey inte a prcgrer of zction, irdicates that
progressi;e views regarding the structure of our financial system are not
confined to the Commission, but are to be found as wel!l among the guiding
foz;es of the smaller exchanges of the country. I do not mean to imply a
demand here ;nd now for sirilar action on the part of the Boston Stock Ex—
change, but I do venture to predict that not many years will have passed be-

fore nearly all our exchanges will have found such a.course both sound and

profitable.
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In examining the Commission's activities with respeet to the over~the-
counter markets, we again find evidence of the Commission’s role as adminis-
trator rather than police@an. When the Securities Exchange Act was passed in
1934 very little was known about the over-the-counter securitles business.
Even the best estimates of the number of brokers, and dealers and the securi-
ties then treded varied widely, Since that time there has grown up within
the business itself a movement having as its objective some effort at self-
government. Although this mevement was initiated entirely by the industry,
the Commission was glad tc¢ rerder whalever assistance it could. After more
than two years' work by over-the-—counter and investment banking groups and by
the Commission's staff, thg time appeared to be ripe for launching a regula-
tory prodram baszed on cooperztion between the Commission and the industry,
the Sovernment setting the standards for regulation and the industry carrying
out the police work of control. Chairman Douglas himself stated publicly
that the Commission preferred a program of self-regulaticn to the burden of
direct and detailed Federal rejulation.

Shortly thereazafter, Senator Francis T. iMaloney of Connecticut introduced
his bill for regulation cf the over-the-counter markets vased on the princi-
ple of self-discipline. Some of the opponents of that Z2ill have at times in-
dic;ted by their remarks that their concept of self-regulation was something
quite different from the Commicsion's view. vhen the Commission speaks of
self-regulation, it means not & system of private law making, but rather’an
organization designed to cooperate in voluntary cbedience to established law.

Recently Chairman Douglas gave a definition of self-regulation. Al-
thoush he was using it in connection with the over~the-counter question,.the
principle applies so well in ary field of activity that I think it may bear

repetition or this occasion. This is what he said:?
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"By self-regulation I do not mean private law making. By self-
regulation I do net imply 2 private clud whereb, the few can control
many. By self-regulation I do not riean a guild system operating above
the law. By self-regulation I do not mean monopoly nor a monopolistic
franchise. I do mean, first, self-discipline in conformity to law -
voluntary law obedience so complete that there is nothing left for
Sovernment representatives to do; - second - I mean obedience to
ethical standards beyond those any law can establish., I mean a form of
organization of the general kind (but with 1938 improvements) which ex-
changes have evolved over a long period of time. I mean groups orfan-
ized under federal auspices and operated under federal supervision with
ample contractual powers over members to enable them to take a hand in
enforcing tre law. These groups would be voluntarily organized and have
only such powers as the federal governnmnent deemed it wise to give then.
The government would retain such power as was necessary or appropriate
to make certain that their jurisdiction was adeguately delimited, their
activities properly circumscribed, their powers appropriately curtailed.
The pattern is simply that provided by tine Congress for the exchanges in
the fecurities Exchange Act of 1934, That is the iype of self-regulation
envisaged here, nothing more and notking less, except as the differences
between exchanges aind over-—the-counter markets call for an adaptation in
details. This type of orjanization nust be sc restricted in view of con-
stitutional limitations. It must be renembered in the first place that
this is a government of laws, not of mwen. In the second place, the
Supreme Court has often told us that the Congress cannct delegate its
law making power. FHence, such organizations rust clearly conform to
that pattern which constitutionzl law hes prescribed.”

The importance of the regulatory prcblem cannot be minimized. Yet, as I
have said, the Commission's principal respousibility is the successful func-
tioring of the nation's security markets. From that point of view, I should
like to touch on the competitive position of such an Exchaunge =g yours in its
relation to cther security markets. Wwhile the Commission obviously cannot
allow itself to create for any one market a speclal competitive advantage,
healthy and sound competition between marke%s makes for progress.

moreover, for more fundazmental reasons, the Commission is deeply inter-
ested in the develcopment of the exchanges outside Kew Yorx.

One of the prircipal firancial problems which we as a nation face arises
out of the growth of'industrial bigness. So much emphasis hLas been placed on
the development of the giant corporation in recent years that we risk slight-

ing the smaller companies which, in truth, constitute the main body of
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American industry. The emphasis cn corjor:te bigness tends to carry over
into the pattern of our financirg machinery. There is the danger that with
changing fashigns in financing, the sources of investment fundé for the less
spectacular small corporation may drp up and in some caseé even disappear.
Ve caunotu espect the small loecal cbmpany to go to the national investment
market for its capital. We must, therefore, take pains to protect the healtih
of our many local financial certers, including the stock‘éxchanées.

cuc.. an effort, 1 appreciate, requires a fai;ly well defined program of
action., Just ‘what misht be inrluded in such a program, I am not in a posi-
tion *o suwy; the solution of tuat problem sust depend in larje part on the
particular aeeds of vhe particular locality and exchange. It does seem to

nre, however, that zny program o build up the position of an exchange within

ts cormunity must bedin with an abtempt to expand the number of issues
traded on the exchange. This would of necessity include an active effort to
induce companies, the narkets for whoce recurities are confined to regional
areas, to lizt these securities on the home exchange rather than elsewhere.
It would also seem cbvious that the rules of the local exchange must take
into account the difficulties and expenses includent to the preparation by
small companies of listing apglications, Emphasis on the possibility of a
better market existing at home where the security is known would seen

A3
essential.

An effert of this type weuld next involve seeking to obtain unlisted trad
ing privileges ir neticnal issues in which there is considerable public trad-
ing activity and ade:uate distribuilon in £he areas surrounding the local ex-
change. The philosophy underlying that section of the Securities Exchange
Act of 1934 which sccs up the machinery for adding to the number of securities
dealt in on the smaller exchange§ ir this manner, rests uﬁon the basic concept
that an opportu ity sihould be giver to build up~and strengthen the local ex-

changes and the finuncial resources of the communities which they serve by
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per&itting them to estahliéh secondary markets ror ffadlng in smaller lots of
national issﬁes.

Your Exchange, aé you know, was one of the first to avail itself of this
opportunity. Needless to say, you are.not foreclosed from obtaining in the same
manner furtﬁér securities of egual ;ank ;nd impértance, provided sufficient dis-
butiog ;nd publié t;;ding activity in your viclinity are established and the fur-
ther extension of unlisted trading privileges is shown to be in the public in-
terest. In fact, applications for such additional privilegeé have been fi&ed
with th; Cé@mission within the.past few days and are now undefgoing examination
by thels£aff.. 7

. Ancther poing in which the smaller exchange may compete with the larger
ma;ket is in efforts of the former to keep at home business in Eecurities which
éreltraded onn both typés of exchanges. Statistics maintained b& the Commistion
as to the volume of trading in securities which were granted unlistéd trading
privileges on applicgtion show that a sﬁbstantial portion of trading formerly
con;ucted in the over-the-;ountcr markeés has been transferred to éhe floors of
the smaller exchagges, It may be of interest to you to know that up to the
present ?ime your exchange has been the most successful in thisg Qay in keeping
securities‘buslness ;t home. A cdnsideration of these facts quickly impels
the ccﬁclusionhthat there is adequéte opportunity for the smalleé exchange to
exert-its energies for regaining more securities business. Apparently recog-
niziné this fact; yours is the fir;t exchange as far as I know to inaugurate
an active campaign deslgnéd to keep business at home,

Another field of compétitive activity éxists between.tﬂe sﬁaller excﬁanees
and the.;ver-the—counter markét in its vicinity. fh;re are deélings in the off-
board market near every small §$chanée in a numhe; of sé;u¥;ties which a;e suit-
.;ble mediums for excha;g; £radi£é, I }éalize thatvsome cémpanies may hesitate

to 1list thelr securities on their local exchange. This, in part, may spring

from the fact that they do not find the mechanism of the exchange well attuned



to the requisites of & proper market for thelr securities. Sometlimes, pos-
sibly, the exchange has made too little effort to supply the type of market
needed, and to provide for the orderliness that makes for stability.

Tris hesitaney of issuers, however, in many cases nay be due to other
reasons such as their unwillingness to meet the disclosure requirements of
the Act. I know that some exchanges have been handicapped ig their en-
deavors to obtain new listings by the fact that on the whole adéquate in-
formation for the investing public has been required only of issuers of
securities listed and registered on exchanges. But obviously there is no
need to limit this disclosure principle to exchange securities, and, accord-
ingly, this doctrine has been evytended to certain over-the-counter securi-
ties as well. The Congress made use of the machinery of the Securities Act
of 1933 by providing that in case of issues of substantial size reg¢istration
statements filed under the 1933 Act should be kept up to date by the issuer
filing periodic reports of its condition,

By way of summarizing the competitive situations which the small ex-
changes face, I should like to make a few general comment;. It is apparent
that some securities should be traded on local exchanges, others on the big
New York exchanges, and still others may appropriately be dealt in on both
types of exchanges, In this competition I believe that the position of the
Commission should be that of an impartial arbiter, endeavoring to create a
fair field for competitive activity between the exchanges and to allow them
to develop in accordance with their natural genius, insofar as this develop-
ment is not inconsistent with the public interest, While in some quarters
it has been suggested that the Commission should actively sponsor exchange
trading as against over—the-counter trading (and vice versa), there again,

it seems to me that the Commission should allow each market to develop itself
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on a basis of fair competition. The fact that auy prelerence has been showan
to either of these markets in our ianumerable decisicus relating to tradisg
in securities does not indicate any bias 1n favor of one or the other market.,
Rather, it reveals our appralsal of the reguirements of tihe public interest
in the specific cases before us.

In conclusion, I invite your attention Lo coruzia remarks which Chairman
Douglas recently made in Chicago. There, Le pointed out that ia many iu-
stances the fiuancial machinery of Wall Surezt was nou geared tvo supply local
capital needs and that as a consequence a considerasle number of worthy en-
terprises have suffered from lack of fiuancing. He iulicatea that the prob-
lem of financing small or intermediate coapaaies i3 iatiaamvely ti'ed up with
the development of regiounal cfajital aal rejional sezurities aarkets, In
speaking of thne place of the small exchange 1u developirng local capital mar-

kets he staved "you will find those who juestion tae ecounomic value of

(&

the services performed by the small local exchanges. There are those who
state that there is only one real security market aud that there need be only
one., The Congress believad, aowever, and we »elieve, that the locair eachange
is providing a service in the securities murkets whicn is of value to in-
dustries and investors of the various rejions".

I think it is apparent to all of us uvhat the success of an earuest com-
petitive effort on the part of the sraller exchaages located in cities cut-
side of the New York metropolitan area pr2supposes the existence of true
local control, When I say local control, I have refereuze to a conurol oi
the managenent and policies of the swall eschenges in vhe hauds of persoas
interested priaarily iu xts davelopment, I do not spezk of a control by
local residents whose interesus are perhaps equally, if nol primarily, di-

rected toward the maintenance of a primary warket in a security on vhe big



- 10 -

Yew York exchanges. The »roblem of assuring such a control to all smaller

excanznges is one to wihich the Commission i

u

keealy alive. iany memnbers of

youar group have been giviag their attention to this problem, and I kuow that

the Coamission would be wmore thaa glad to obtaiu the Hensrits of your views,
Tne future is indeed prouwising for those well-rua local exchanges ia
regional fipancial centers throughout the couatr; which insist Lhat tueir

members live up to a code of just and ¢iuitable principles of trale which

will inspire ihe confidence and respezt ol investors in the coanunity.
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